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Introduction

PILOTAGE WORKSHOP

* | am Scott Sevall a Regulatory
Analyst with the Utilities and
Transportation Commission,
Water and Transportation
Section.

« Commissioners Danner,
Rendahl, and Doumit.

» Executive Director Jeff Killip.
« PSP, PMSA, BPC and others.
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About Jeff Killip

2024

* Originally from New York but loves the
West Coast (Best Coast).

Licensed to practice Law in Washington.
Over 20 years of legal practice.
Over 12 years of executive experience.

Familiar with Administrative Law and the
Open Public Meetings Act.

Also has a Masters in Public Health:
focused on upstream prevention/mindset.

Asst Reg Counsel-US EPA, in NYC.
Deputy DA-Colorado.

AAG-Anchorage/Olympia-
prosecution/enforcement trial attorney.

OSHA Chief-Bay Area, CA.

PILOTAGE WORKSHOP
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Overview of the revenue requirement formula
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What is the formula to calculate *
the pilotage revenue requirement?

o

* Final Order 09 of Docket TP-190976 and Final Order 08 of
Docket TP-220513 determined the revenue requirement
formula as follows:

» Total Revenue Requirement =
Expenses + Depreciation + Interest + TDNI
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UTC rate setting methodolog\} :

« The Commission uses a cost-of-service based on a historical test year.

« Adjustments are allowed to be made to the historical test year.
Generally, the adjustments are classified as restarting or proforma
adjustments.

« Restating is an adjustment correcting the test year for something
which occurred.

* Proforma is an adjustment projecting from the test year for
something which is expected to occur.

* This methodology is used with both “rate of return” models and
“operating margin” models

2024 PILOTAGE WORKSHOP 7



Macro Timeline

This is the time before a case is filed with
the UTC. This time is for putting a case
together. During this time, a party or
parties should work to gather supporting
data and information, draft their initial
testimony and supporting exhibits.

Pre-filing

This is the time when interested parties
and stakeholders determine if they are
going to participate in the administrative
process. For the parties who do
participate this is the time where data
requests, exhibits, testimony are drafted
to support their claims. Items may also be
settled during this time as to ease the
testimony and time needed for the
administrative hearing.

Filed with UTC
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This is the time when parties can ask for
clarification, or petition for
reconsideration. This is also the time
when parties work on tasks which were
required by the UTC order, like a revised
tariff which complies with the conditions
laid out in the order.

Post UTC Order

2024
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Administrative Timeline

Filing is docketed goes to
Open Meeting or is set
for hearing. If set for
hearing notice is sent to
interested parties.

Case is Filed

Pre-hearing Conference
occurs and sets the
administrative schedule
for the docket. This
usually allows time for
settlements, discovery,
and multiple rounds of
written testimony.

Schedule and
Discovery

Administrative hearing
occurs for cases or
specific items which are
not settled earlier in the
administrative process.

Hearing

Legal briefs are
submitted to the
Commissioners and
bench requests may be
issued.
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Order is published and
the 30-day window for
clarification and
reconsideration starts

2024

The entire process typically takes about eleven months.
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AGENDA
ITEM TWO

Methodologies for
recovering capital
Improvements
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What methods are availableto *
recover capital investment?

* The typical methods are return on ratebase, operating
margin, and direct surcharge.

 All methods allow the direct recovery of the investment over
time. Typically, the useful life of the asset.

* The difference is how the cost of money is calculated.

2024 PILOTAGE WORKSHOP 11
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What methods are availableto °
recover capital investment? (Cont.)

* The ratebase approach applies the weiﬂhted cost of capital
to the unrecovered portion of assets. This approach is
typically used in asset intense industries.

* The operating margin approach is typically used in
industries that are more labor intense industries.
« A direct surcharge can be used in any industry and typically

creates a specific tariff rate to be charges for the use of the
specific asset.

2024 PILOTAGE WORKSHOP 12
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Determining the model

* To best explain this, | will use an example with the following
criteria to determine a revenue requirement:

« Operating expense of $10,000,000
« Rate bases ranging from $1 Billion to $10,000
« Cost of Capital (cost of money) of 10 percent.

* This will show where the financial risk of the example is.

2024 PILOTAGE WORKSHOP 13



Example

Company 1

Company 2

Company 3

Company 4

Company 5

2024

Rate Base Cost of Money

$1,000,000,000

$100,000,000

$10,000,000

$1,000,000

$100,000
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Cost of Money + Operating Expense = Revenue Requirement

$100,000,000

$10,000,000

$1,000,000

$100,000

$10,000

PILOTAGE WORKSHOP

$10,000,000

$10,000,000

$10,000,000

$10,000,000

$10,000,000

$110,000,000

$20,000,000

$11,000,000

$10,100,000

$10,010,000
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Matching Risk

* The previous slide show how interest and income statement
risk can affect companies with different asset needs.

* The results show that companies with low asset investment,
have higher risk related to increased operating expenses.

* In order to set rates that are appropriate for a company the
Commission uses the method that best matches risk.

* In short it would not be fair,]lust, reasonable, or sufficient if a
company was given a rate ot return, which did not match
where the company’s risk is carried.

2024 PILOTAGE WORKSHOP 15
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AGENDA ITEM THREE

Affiliate Transactions
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Affiliate Transactions

« RCW 81.16, states the standard for affiliate transactions for
iIndustries which are regulated under this title.
» A few specific items to be aware of.
* 5% threshold of ownership.
* Contracts with affiliates need to be filed with the UTC.

* The UTC has the ability to view original documents to
determine the costs of the affiliate and determine the
reasonableness of the contract costs.

2024 PILOTAGE WORKSHOP 17
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Affiliate Transactions (cont.) +

* While there is no WAC which specifically requires an annual
affiliate report, other industries do have these rules. Given
this fact it would be a best practice for the same reporting in
pilotage.

« WAC 480-70-079, shows the annual requirements for affiliate
transactions in the solid waste industry. While all the
re%\mrements_ may not transfer to pilotage, following this
WAC as a guideline would be a good start.

* It should be expected that the next time WAC 480-160 is
open for a rule revision rules regarding affiliate contracts
and transactions may be proposed.

2024 PILOTAGE WORKSHOP 18
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AGENDA ITEM FOUR

Update on retirement and steps for the future
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Update on Retirement

* The TP-190976 Order 09, required that stakeholders start
engaging in discussions regarding how to transition
retirement.

* Order 08 Docket TP-220513, allowed PSP to pursue getting
Advisory Opinions from DOL and IRS. However, the order
did not adpprove MEP as the retirement going forward if
approve dor allow for any costs associated with MEP to be
recovered.

« Based on the orders issued by the Commission, the
expectation is that stakeholders will work together to
determine what retirement will look like in the future and
how to transition.

2024 PILOTAGE WORKSHOP
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Update on Retirement (cont.) o

. IF\)/ISuFI)tipIe Employer Plan (MEP) is currently being pursued by

« MEP requires Advisory Opinions and authorization by the
US Department of Labor and the IRS.

PSP Representative present update.
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Update on Retirement (cont.) L

* Questions on Staff's mind.
 What is the universe of options available for retirement?
 What are the benefits or drawbacks of each option?
 What are the costs associated with each option?
 What are the estimated future benefits for each

participant?

* What does transition to these options look like?
« What is fair, just, reasonable, and sufficient?

2024 PILOTAGE WORKSHOP 22
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AGENDA
ITEM FIVE

Future TDNI and
possible salary
survey
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Comparability of Pilotage

* In Maritime Pilotage Staff's understanding is that there are
no two pilotage districts which have the exact same
geography, topography, tidal influences, or weather
Influences. This presents a challenge when the topic of
comparing pilotage wages.

* Compounding the first bullet point, is that the mechanisms
for setting pilotage tariffs are different in other jurisdictions,
and information regarding these processes may be limited.

* Thus, we should focus on the providers of pilotage service,
not the physical districts in order to compare.

2024 PILOTAGE WORKSHOP 24



Exh. SC-06
Docket TP-250574
Page 25 of 31

Definition of a Pilot

« Definition of a Maritime Pilot: A professional mariner with
local knowledge.

* While districts do have different training requirements and
standards, Staff believes this definition still holds true. For
example: If we apply this to lawyers, different jurisdictions
have different laws. It is expected that a lawyer with 20 years
of practice, would be able to gain the local knowledge to
practice in a different jurisdiction. In that manner a lawyer
can compare their salary to lawyers in other jurisdictions to
determine a fair salary.

2024 PILOTAGE WORKSHOP 25
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Handling of Information

* Information should be publicly available. This is one of the
biggest strqg%les in this industry and information is not
always available.

* Initially a wide net should be cast to gather as much
information as possible. All information should be shared

with parties.

* Information should be recent, no older than 2022, to
minimized information that would have been impacted by
COVID. This also minimizes the effect of time adjustments
needing to be made.

* Multiple years from the same source might be usable.

2024 PILOTAGE WORKSHOP
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Handling of Information (cont+.) N

* Data should be adjusted to meet the UTC calculation. ltems
the UTC has disallowed from DNI, should be removed. This
makes sure we are looking at salaries that represent the
same thing.

* Once the information has been adjusted to allow for
comparison time (inflation) and locations (cost of living)
adjustments can be made. Lastly, an adjustment for work
required by a district (bridge hour ratios).

* Theoretically at this point we are looking at hourly rates
which can be compared.

2024 PILOTAGE WORKSHOP 27



Exh. SC-06
Docket TP-250574
Page 28 of 31

L e | T EE——— -

ol -7

AGENDA ITEM SIX

Future Steps
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Future Steps

* Not everything discussed requires future meetings or work
at this point. However, there are a few items that we need to
work together on outside of adjudicated cases.

* Retirement
« Salary Survey
 Affiliate reporting and contracts

* On going future meetings to tackle these issues.
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QUESTIO

Thanks for your time!
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THANK YOU /7~

Scott Sevall
scott.sevall@utc.wa.gov
360-664-1245
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